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Mr. Green, from the Committee on Foreign Relations, submitted 
the following 


REPORT 


[To accompany Executives A, B, and K, Eighty-fifth Congress, first session] 


The Committee on Foreign Relations has had under consideration 
the tax treaties listed below, and recommends that the Senate give 
its advice and consent to their ratification: 

1. Convention with the Republic of Austria, signed on October 
25, 1956, relating to taxes on income (Ex. A, 85th Cong., Ist sess.). 

2. Convention with Canada, signed on August 8, 1956, further 
modifying and supplementing the income-tax convention and 
protocol of March 4, 1942, as modified by the supplementary 
convention of June 12, 1950 (Ex. B, 85th Cong., Ist sess.). 

3, Protocol with Japan, signed on March 23, 1957, supple- 
menting the convention of April 16, 1954, relating to taxes on 
income (Ex. K, 85th Cong., Ist sess.). 


1, PURPOSE OF THE TAX TREATIES 


The pending agreements with Canada, Japan, and Austria relate to 
the system of double-taxation conventions which officials of the De- 
partment of the Treasury and the Department of State have nego- 
tiated with a number of foreign governments. The purpose of these 
conventions, which have followed the same basic pattern, has been 
to relieve the burden of taxation on incomes, inheritances, and gifts 
which otherwise would be struck by taxes imposed by both the United 
States and the other government due to conflicting conceptions of the 
jurisdictional power to tax. 

Executive B (the convention with Canada) introduces certain modi- 
fications in the convention with Canada of March 4, 1942, based upon 
experience with tax problems since that convention went into effect. 
Among other things, these modifications extend the application of the 
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double-taxation principle on a reciprocal basis to income derived from 
trucking, and to income from personal services received by employees 
of the Canadian branch of an American enterprise. The convention 
also reduces the tax on dividends paid by a subsidiary corporation to a 
parent corporation from 15 to 5 percent where certain stockownership 
conditions are met. 

Executive K (the protocol with Japan) contains but one substantive 
provision, which relates to exemption of the Export-Import Banks of 
Canada and the United States from taxation on interest received from 
sources within the country of the other party. 

Executive A (the convention with Austria) follows in general the 
pattern of previous double-taxation conventions to which the Senate 
has given its approval. Apart from some differences occasioned by 
particular problems in Austria, the principles which the convention 
embodies are substantially identical with those found in one or more 
of the earlier agreements which the United States has concluded with 
other governments. 

2. COMMITTEE ACTION 


The agreements, which were transmitted to the Senate on January 
i7, 1957 (the Austrian and Canadian conventions), and on April 
29, 1957 (the protocol with Japan), were referred by the chairman to 
Mr. Colin F. Stam, chief of staff of the Joint Committee on Internal 
Revenue Taxation, for examination. The committee held a public 
hearing on the conventions and the protocol on July 30, 1957, at 
which time testimony was presented by Mr. Stam, by Mr. Dan Throop 
Smith, Deputy to the Secretary of the Treasury, and by Mr. Nathan 
Gordon, Chief of the International Tax Staff, Department of the 
Treasury. After considering the treaties in executive session, the 
committee voted without objection to report them favorably to the 
Senate. 

3. ANALYSIS OF PENDING CONVENTIONS 


A letter and memorandum analyzing the conventions and the 
protocol were also submitted to the committee by Mr. Stam. The 
communications from the chief of staff of the Joint Committee on 
Internal Revenue Taxation are as follows: 


CONGRESS OF THE UNITED STATES, 
Joint COMMITTEE ON INTERNAL REVENUE TAXATION, 
Washington, D. C. 
Hon. THEeoporRE FrRANcis GREEN, 
Chairman, Senate Foreign Relations Committee, 
United States Senate, Washington, D. C. 


Dear SENATOR GREEN: At your request the staff of the Joint Committee on 
Internal Revenue Taxation has reviewed the provisions of the following tax 
treaties now pending before the Senate Foreign Relations Committee: 

Supplementary protocol with Japan 
Supplementary convention with Canada 
Convention with the Republic of Austria 
Convention with Pakistan 

In general, these conventions follow the provisions of existing tax conventions 
which the Senate has previously approved. However, certain features of the 
pending conventions, which are not contained in other conventions now in force, 
are specifically called to the attention of the committee. 


Supplementary protocol with Japan 


This protocol contains only one substantive article which provides that the 
Export-Import Bank of Japan will be exempt from tax by the United States on 
interest from sources within the United States, Reciprocally, the Export-Import 
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Bank of Washington will be exempt from tax by Japan on interest from sources 
within Japan. Under this provision a Japanese borrower, for example, will be 
permitted to pay interest to the Export-Import Bank of Washington without 
being subject to Japanese withholding tax on the interest payments. 


Supplementary convention with Canada 


This convention amends and supplements the presently existing Canadian 
treaty. Under the existing convention a reduced rate of 5 percent is applied at 
source on dividends paid by a subsidiary corporation in one country to its parent 
corporation in the other country, if the parent corporation owns at least 95 percent 
of the voting stock of the subsidiary. Under the pehding convention the reduced 
rate of 5 percent will apply if at least 51 percent of the voting stock of the sub- 
sidiary is held by the parent corporation alone or in association with not more than 
3 other corporations, each of which owns at least 10 percent of the voting stock. 
This provision is more liberal than the corresponding provisions of other conven- 
tions. In addition, the pending convention provides a reciprocal exemption for 
truck-transportation profits and permits charitable contribution-deductions for 
gifts to charitable organizations in the other country. These latter two provisions 
are not entirely new, however, since similar provisions are contained in the exist- 
ing convention with Honduras. 


Convention with the Republic of Austria 


There are no novel features in the Austrian treaty. However, the following 
provisions differ in certain respects from the provisions of other treaties. First, 
motion-picture-film rentals are expressly excluded from the reciprocal exemption 
of royalties provided by article VIII (1). In the case of film rentals, article 
VIII (2) provides a reduction in tax to 50 percent of the statutory rate of tax 
otherwise imposed on such rentals, with the maximum tax not to exceed 10 per- 
cent of the rentals. This provision differs from corresponding provisions of a 
number of other tax treaties which provide a complete exemption for film rentals. 
Second, the pending convention, unlike other recent tax conventions, does not 
contain a provision preventing profits from being attributed to a mere purchase. 
Consequently, an American enterprise making purchases in Austria and sales 
in the United States may still be subject to a double tax. Third, article XIII, 
which provides an exemption for foreign students and business apprentices, is 
somewhat broader than corresponding articles of existing conventions, in that 
it exempts salaries received by professional or business trainees from their foreign 
employers, if the period of training does not exceed 1 year and the annual salary 
does not exceed $10,000, 

* * * ak * * * 
A memorandum from this office summarizing the principal provisions of the 
pending treaties is enclosed. 
Sincerely yours, 
Coun F. Sram, 
Chief of Staff. 


(Memorandum from the Joint Committee on Internal Revenue Taxation) 
INcomME Tax CONVENTION WitTH CANADA 


The pending convention with Canada modifies and supplements the income-tax 
convention and protocol of March 4, 1942, as modified by the supplementary 
convention of June 12, 1950. It has two articles. Article I, containing the 
substantive provisions, has seven paragraphs, each of which modifies to some 
extent the provisions of the convention now in force, These modifications are 
similar to provisions of some of the more recent tax conventions which the Senate 
has approved. 

Article V of the existing convention provides a reciprocal exemption for income 
received by an enterprise of one country from the operation of aircraft or ships in 
the other country. Paragraph (a) of article I extends this exemption to income 
from transportation of property by motor vehicles. An exemption of income 
from the operation of motor vehicles is also contained in the existing income-tax 
convention with Honduras. 

Under article VII of the existing convention income from personal services per- 
formed in the United States by a resident of Canada is exempt from United States 
tax if the Canadian resident spends not more than 183 days of the taxable year in 
the United States and the services are performed for a Canadian enterprise. 
Paragraph (b) of article I of the proposed convention expands this exemption to 
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include services performed for a permanent establishment. This has the effect of 
placing an employee of a Canadian branch of a United States enterprise in the 
same position as employees of Canadian subsidiaries of United States corporations 
and employees of other Canadian enterprises. This provision is reciprocal and it is 
similar to provisions contained in other recent income tax conventions, for ex- 
ample, in conventions with Honduras and France, 

Under article XI of the existing convention a resident of Canada who receives 
income from sources in the United States pays the United States a maximum tax 
of 15 pereent unless he has a permanent establishment here. Consequently the 
reduced rate of 15 percent applies to earned income as well as investment income 
because an individual can live in Canada and be employed in the United States 
without maintaining a permanent establishment here. Prior to the protocol of 
June 12, 1950, which substituted the permanent establishment test for the trade 
or business test of the then existing convention, earnings from personal services 
rendered in the United States were taxed at regular United States rates since a 
nonresident individual rendering personal services in the United States was 
considered, under section 211 (b) of the 1939 Code, to be engaged in trade or 
business in the United States. Paragraph (c) of article I of the pending conven- 
tion eliminates earned income from the scope of article XI of the existing treaty. 
As a result the earnings of a Canadian citizen employed in the United States will 
again be subject to the regular United States rates. 

Article XI of the existing treaty provides for a maximum tax of 5 percent on 
dividends when the dividends are paid by a parent corporation in one country to 
a subsidiary corporation in the other country. A subsidiary corporation is 
defined as one in which 95 percent or more of the voting stock is held by the 
parent corporation. Paragraph (d) of article I of the pending convention pro- 
vides that the reduced rate of 5 percent will apply if at least 51 percent of the 
voting stock of the subsidiary is held by the parent corporation alone or in as- 
sociation with not more than 3 other corporations, each of which own at least 10 
percent of the voting stock. This treatment of intercompany dividends is more 
liberal than the treatment provided for in the other United States income-tax 
conventions to which the United States is now a party. 

Section 170 of the 1954 Code does not allow deduction for contributions to 
charitable organizations abroad. Paragraph (e) of article I of the proposed con- 
vention adds a new provision to article XITI of the existing convention which would 
allow a deduction for such contributions to charitable organizations created in 
Canada provided the organization would qualify for this purpose had it been 
organized in the United States, and provided further that the charitable organiza- 
tion qualifies under the income-tax laws of Canada. The amount allowed as a 
deduction is limited to the amount allowed as a deduction under Canadian law 
computed as if the taxpayer’s income from sources in Canada were his only income. 
A similar provision is contained in the existing convention with Honduras. 

Paragraph (f) of article I adds a further provision to article XIII of the existing 
treaty wherein a resident of one country who is a beneficiary of an estate or trust 
of the other country will be exempt from tax by the other country on distributions 
by the estate or trust out of income from sources outside the other country. 
This new provision has the effect of amending Canadian law since income received 
by a Canadian trust from a foreign source and distributed to a United States 
beneficiary is subject to tax in Canada when the distribution is made. The 
United States does not presently tax income which is received by a domestic trust 
from foreign sources and paid to a Canadian beneficiary. Paragraph (f) of article 
I of the proposed convention adopts the conduit principle of United States law. 

In addition to the above, the proposed convention eliminates certain adminis- 
trative provisions which are no longer considered to be necessary. It will apply 
to taxable years beginning on or after the first day of January of the year in which 
the exchange of instruments of ratification takes place. 


Protocot WirH JAPAN 


The protocol with Japan supplements the convention now in effect. It con- 
tains only one substantive article which provides that the Export-Import Bank 
of Japan will be exempt from tax by the United States on interest on loans or 
investments received by the bank from sources within the United States. Recip- 
rocally, the Export-Import Bank of Washington will be exempt from tax by Japan 
on interest on loans or investments received by the bank from sources within 
Japan. This problem was discussed at a meeting with Treasury on August 16, 
1956, at which time the Internal Revenue Service had been asked by the Japanese 
Embassy to rule that the Export-Import Bank of Japan was a part of the Japanese 
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Government and therefore exempt from tax under section 892 of the 1954 Code. 
Under the income-tax laws of Japan, agencies of foreign governments can ap- 
parently be granted exemption from tax on a reciprocal basis. Therefore, if the 
Service held that the Export-Import Bank of Japan was a part of the Japanese 
Government, the Japanese Government would exempt from their withholding 
tax interest payments by Japanese borrowers on loans obtained from the Export- 
Import Bank of Washington. The exemption had considerable significance in 
the case of four Japanese power companies which were negotiating loans with the 
Export-Import Bank of Washington for the purchase of facilities from Westing- 
house International and International General Electric. 

However, as a result of action taken by the joint committee in 1942 and 1945, 
denying exemption to the Universal Trading Corp., the Service took the position 
that section 892 did not apply to a corporation, even if the corporation was wholly 
owned by a foreign government, since the corporation was an entity separate and 
distinet from its sole shareholder. 

At the meeting with Treasury it was decided that the problem could be most 
satisfactorily handled by an amendment to the convention providing a reciprocal 
exemption in such cases. The provisions of article I of the convention carry out 
the agreement reached at the meeting, 


INcoME Tax CONVENTION WiTH AUSTRIA 


The pending income-tax convention between the United States and Austria is 
substantially similar to income-tax conventions previously approved by the 
Senate with Austria, Belgium, Canada, Denmark, Finland, France, Germany, 
Greece, Ireland, Italy, the Netherlands, New Zealand, Norway, Sweden, Switzer- 
land, the Union of South Africa, and the United Kingdom. It has as its purpose 
the elimination of double taxation and the establishment of procedures for mutual 
assistance between the two countries in the administration of inecome-tax laws. 

As to the United States the provisions of the convention apply only to the Fed- 
eral income tax. They do not apply to taxes imposed by the various States, the 
District of Columbia, or the Territories or possessions of the United States. 
As to Austria the convention applies only to national taxes, that is, the income 
tax, the corporation tax, and the housing reconstruction and family-allowance 
contribution, 

Business profits 

Article III of the convention adopts the principle of permanent establishment 
which is found in the other income-tax treaties to which the United States is now 
a party. Under this principle an enterprise of one of the contracting states will 
not be subjeet to tax by the other on its business profits unless it has a permanent 
establishment in the other state. Consequently the sale by an Austrian enter- 
prise of its products in the United States will not result in the imposition of tax 
by the United States on the profits from the sale unless the enterprise has a per- 
manent establishment in the United States. Likewise, an American enterprise 
will be permitted to market its goods in Austria through a sales agent there with- 
out being subject to tax by Austria. On the other hand, if an American enter- 
prise maintains a permanent establishment in Austria, profits from sales by the 
permanent establishment will be subject to tax by Austria. In addition, pur- 
chases in Austria and sales outside Austria by the permanent establishment may 
result in an Austrian tax since the convention does not contain any provision 
preventing profits from being attributed to purchases by a permanent establish- 
ment in Austria. In this latter respect the pending convention differs from other 
recent tax conventions to which the United States is a party. 

In addition article III specifically allows deductions for any main office expenses 
which are attributable to the permanent establishment. It also provides that the 
authorities of the two countries may by agreement prescribe rules for the appor- 
tionment of industrial or commercial profits in any case in which conflicting rules 
of source arise. 

Article IV adopts a principle similar to that of section 482 of the Internal 
Revenue Code of 1954, authorizing the allocation of income between related busi- 
nesses in order that income subject to tax in either country will be the same as 
the income which would be taxable in either country in the absence of common 
control or management. Article III (2) contains a similar allocation principle 
in the case of an enterprise of one country which maintains a permanent establish- 
ment in the other country. 
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Income from ships and aircraft 


Article V provides a reciprocal exemption for shipping and aircraft operating 
profits. At the present time the exemption of earnings from the operation of 
aircraft will operate exclusively in favor of the United States since no Austrian 
airlines are currently operating in this country. A similar exemption is contained 
in a number of existing income-tax treaties. 


Dividends 


Article VI, relating to reduction in tax on outgoing dividends, differs from cor- 
responding articles in tax conventions to which the United States is now a party. 
The difference exists because the reduced rate on outgoing dividends is expressed 
in terms of a reduction of one-half of the statutory rate of tax otherwise imposed 
on the outgoing dividend rather than as a specific reduced rate. At the present 
time the United States rate on outgoing dividends is 30 percent while the Austrian 
tax withheld at source is 17.7 percent. Under the convention the United States 
rate will drop to 15 percent while the Austrian rate will drop from 17.7 percent to 
one-half of that rate. In the case of dividends paid by a subsidiary corporation 
in one country to its parent corporation in the other country, article VI provides 
that the maximum tax may not exceed 5 percent. This latter provision is con- 
tained in a number of other income-tax treaties. 


Interest 


Article VII provides that interest received from sources in one country by a 
resident or corporation or other entity of the other country will be exempt from 
tax by the former country if the recipient does not have a permanent establishment 
there. This article eliminates the United States tax on interest paid from United 
States sources to nonresident aliens residing in Austria or to Austrian corporations 
or other Austrian entities. It does not change Austrian law, however, since 
Austria does not impose a tax on Austrian source interest paid to nonresidents. 
The exemption does not apply to interest on debts secured by mortgages. 


Royalties and rentals 

A reciprocal exemption is provided in article VIII for royalties from copyrights, 
artistic and scientific works, patents, designs, secret processes and formulas, 
trademarks, and similar property. This exemption does not include motion- 
picture-film rentals. In the case of film rentals article VIII provides for a recipro- 
sal reduction in the rate of tax to a rate not exceeding 50 percent of the rate other- 
wise imposed, with a further limitation restricting the tax to an amount not in 
excess of 10 percent of the amount of the film rentals. 

Under article IX income from real property (including gains derived from the 
sale or exchange of such property and interest on mortgages secured by such prop- 
erty) and income from royalties derived from natural resources is taxable in 
the country in which the property is located. A resident, corporation, or other 
entity of one country receiving such income from the other country may elect to 
be subject to tax upon a net basis as if such resident, corporation, or other entity 
were engaged in a trade or business in the other country through a permanent 
establishment in the other country. Similar provisions are contained in a number 
of existing income tax conventions; for example, in conventions with Denmark, 
Italy, and the United Kingdom. 


Salaries, wages, and professional fees 


Article X provides a reciprocal exemption for compensation for labor or personal 
services (including professional services and services as a director) in the case of 
individual residents of one country who are temporarily present in the other 
country for not more than 183 days during the taxable year. Where an individual 
receives compensation for labor or personal services performed as an employee or 
under a contract with a resident, corporation, or other entity of the country of 
his residence, the compensation received is exempt without regard to the amount 
received. In all other cases the exemption applies only if the total earnings do 
not exceed $3,000. Thus a resident of the United States performing personal 
services in Austria for his United States employer will be exempt from Austrian 
tax on his earnings if he is present in Austria for not more than 183 days during 
the taxable year. However, if he is employed by an Austrian employer or client 
he will be exempt from Austrian tax only if his compensation does not exceed 
$3,000, Corresponding provisions are contained in other existing income-tax 
treaties. 
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Pensions, annuities, and Government salaries 


Article XI provides a reciprocal exemption for Government compensation and 
pensions unless the recipient is a citizen of the country which would otherwise 
impose the tax. However, Government compensation and pensions paid by 
Austria will not be exempt if the recipient has been admitted to the United States 
for permanent residence here. Under this article an annuity paid by the United 
States to a retired civil-service employee residing in Austria will be considered to 
be a pension and therefore exempt from the Austrian tax if the recipient is not an 
Austrian citizen. Article XI also exempts private pensions and private life an- 
nuities at source on a reciprocal basis. Similar provisions are contained in a 
number of existing income-tax conventions. 


Teachers’ salaries 

Under article XII remuneration for teaching received by a resident of one 
country temporarily visiting the other country for the purpose of teaching for a 
period not exceeding 2 years at an educational institution therein is exempt 
from tax by the country in which the educational institution is located. Similar 
provisions are contained in a number of existing income-tax conventions; for 
example, in conventions with the United Kingdom, Canada, Norway, and Italy. 


Payments to students and business apprentices 


Under article XIII a student or business apprentice of one country who is 
temporarily present in the other country exclusively for study or training will be 
granted an exemption by the country of temporary residence for payments he 
receives from abroad for his study and maintenance. This article also provides 
that a grant, allowance, or award from a nonprofit religious, charitable, scientific, 
literary, or educational organization received by a resident of one country will be 
exempt from tax by the other country. In addition article XIII provides that a 
resident of one country who is employed by a business enterprise or a charitable 
organization of his country of residence and who temporarily visits the other 
country for a period not exceeding 1 year solely to acquire business, professional, 
or technical experience will be exempt from tax by such other country on compen- 
sation reason from his employer if his anneal compensation does not exceed 
$10,000. Although this article is more liberal than corresponding articles of other 
conventions, it is similar in principle to the student and business apprentice 
provisions contained in all tax conventions to which the United States is a party. 


Tax credit provisions 

Under article XV the United States will, subject to the provisions of sections 901 
through 905 of the 1954 Code, grant a foreign tax credit for the Austrian taxes 
specified in article I. Austria will likewise grant a credit against its tax for the 
amount of United States taxes specified in article I with respect to income received 
from sources within the United States by its residents or corporations. However, 
the amount allowed as a credit will not in any case be permitted to exceed the 
Austrian tax imposed on the income from sources within the United States. The 
article also provides that regardless of any provision of the convention (other 
than art. XI (1) relating to Government compensation and pensions; art. XII 
relating to teachers’ salaries; and art. XIII relating to students and business 
apprentices) each country may continue to apply its income-tax laws to its 
citizens, residents, or corporations as though the convention had not come into 
effect. However, each country reserves the right to tax its own citizens with 
respect to income falling within articles XII and XIII. 


Other provisions 

In addition to the above provisions the convention also contains the usual 
articles providing for appeal from double taxation and for consultation between 
the revenue authorities of the two countries, for exchange of information between 
the contracting countries, for safeguarding the diplomatic exemption, and for 
the issuance of regulations necessary to carry out the provisions of the convention. 
It also provides that none of the provisions of the convention are to be construed 
to restrict in any manner any exemption, deduction, credit or other allowance 
provided under the laws of the respective countries. It contains no provisions 
relating to the collection of taxes. 

The convention will become effective on January 1 of the calendar year in which 
the exchange of instruments of ratification takes place. It will remain in force 
indefinitely but it may be terminated by either country provided at least 6 months’ 
notice of termination is given the other country. In such event it will cease to 
be effective for taxable years beginning on or after the first January 1 following 
the expiration of the 6-month period. 





